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Lecture 1- Tourism and the Macro-economy:
˗ The income multiplier
˗ Tourism and economic development
Prof. Andrea Saayman (North-West University, South Africa)
 The macro-economy – a review
 Tourism’s impact on the main indicators
o Economic Growth
 The income multiplier
o Unemployment
o Inflation
o Balance of Payments
o Distribution of Income
o Economic Development
 Tourism and economic development
o Sustainable Development
 Environmental Accounting
 A balanced approach
o Sustainable Tourism
 Key concepts
 The relationship between tourism and the environment
 Strategies
o Sustainable Tourism Development
Key points
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 Thoroughly discuss the impact of international tourism 
on the various measures of macro-economic 
performance
 Apply the multiplier to evaluate the impact of tourism
 Explain the concepts of economic development, 
sustainable development and environmental 
accounting
 Discuss the balanced approach to sustainable 
development
 Describe the relationship between tourism and the 
environment and the development of views concerning 
this relationship.
 Define sustainable tourism and distinguish between 
weak and strong sustainable tourism strategies.
 Thoroughly discuss what sustainable tourism 
development entails.
Outcomes
 What is the macro-economy?
o Concerned with the economy as a whole
o Determinants of output, rate of growth, level of prices 
and growth in prices
o What causes growth and business cycles?
 The main role players:
o Households/consumers (consume and save)
o Businesses/producers (produce and invest)
o Government (spend and tax)
o Foreign sector (imports and exports)
 Measuring the macro-economy:
o GDP = market value of production in economy
o GDP = C + I + G + (X – M)
o GNP = GDP +/- net factor payments
The Macro-economy
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Analysing the macro-economy
Assuming fixed prices
Total expenditure model
Assuming flexible prices
Aggregate demand –
aggregate supply model
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 Tourism = "the  activity  of  persons travelling to and 
staying in places outside their usual environment for not 
more than one consecutive year for leisure, business or 
any other purpose".
 In economic cycle:
o Tourists = consumers
o Providers of tourism services = producers 
 8 sectors of the tourism industry:
o Accommodation
o Tourism services
o Attractions
o Transportation
o Food and Beverage
o Adventure and recreation
o Travel trade
o Events and conferences
Introducing Tourism in the 
Macro-economy
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The economic cycle
 What is economic growth? 
 = increase in real production (GDP) in the economy
 How tourism influence every expenditure component of GDP:
o Consumption (C)
o Investment (I)
o Government spending (G) and Taxes (T)
o Export (X)
o Import (M) 
 Therefore it also influences economic growth
o Theme further pursued by Dr. Sahli
 Tourism and Taxes
o Pure tourism tax
o Quasi-tourism tax
o Indirect taxes (GST or VAT)
o Duty-free products
Tourism and Economic 
growth
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 Let's recap the expenditure components of  GDP
o Consumption (C)
C = Co + mpc*Yd
Co = autonomous consumption expenditure
mpc = ΔC/ΔYd
Yd = Y - T
o Investment (I)
I = f(r)
o Government spending (G) 
Exogenously determined by the Minister of Finance -
o Taxes (T)
T = mtr*Y, with mtr = ΔT/ΔY
o Export (X)
Determined by world income -
o Import (M) 
M = Mo + mpm*Y, with mpm = ΔM/ΔY
Tourism and Economic 
Growth
G
X
 Multiplier measures change in income due to 
change in expenditure, i.e. 
 Additional expenditure = injection and TE 
increase
Tourism income multipliers
Y
TE
45° line
TE1
Y1
TEYk  /
TE2
Y2
ΔY
ΔTE
2017/10/10
6
Tourism income multipliers
 What determines the value of the multiplier (k)?
 In equilibrium TE = Y
 If we solve for Y, we get:
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Tourism income multipliers
 The multiplier is:
 and it shows by how much Y changes when 
there is a change in autonomous consumption
 The magnitude of the multiplier depends on:
 mpc = positive relationship
 mtr = negative relationship
 mpm = negative relationship
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 When there is tourism expenditure it represents 
an increase in autonomous expenditure items
 This additional expenditure circulates through 
local economy
 But only expenditure on locally-produced goods!
Tourism income multipliers
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 Suppose that:
o Tourism expenditure in the country is €1,000,000.
o Tourists' marginal propensity to import is 10%.
o Income tax is, on average, 25%.
o People save 5% of their income (after tax).
o The average marginal propensity to import for all the 
industries is 15% of gross income (before taxes and savings).
 First-round expenditure = €1,000,000
 First round leakage = €100,000
 First round income = €900,000
 Income remaining in circular flow:
Income: € 900,000
minus Company Taxes: € 225,000
minus Company Savings: € 33,750
minus Imports: € 135,000
Income remaining in circular flow: € 506,250
Tourism income multipliers
An example
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 To determine full effect, we can use the 
TIM:
TIM = 2.057
 Change in income due to €1,000,000 
tourist spending = 
 €1,000,000 x 2.057 = €2,057,000
Tourism income multipliers
An example
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Tourism income multipliers
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 What is unemployment?
 = total number of people available for work, searching for work, 
but cannot find work
 Employment in tourism divided into 3 categories:
o Direct employment
o Indirect employment
o Induced employment
 Why is tourism good for employment:
o Labour-intensive industry
o Many low-wage occupations
o Part-time and casual opportunities
o Seasonal peaking
 The employment multiplier
Tourism and Employment
 What is inflation?
 = continued increase in general price level 
without increase in quality
 The negative side of tourism
 Increased demand and imported 
products leads to increased inflation 
pressures
o Known as imported inflation
Tourism and Inflation
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Tourism and inflation
AS-AD-model in economy with spare capacity
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Tourism and inflation
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 What is the Balance of Payments?
 = record of all transactions between citizens 
of country and rest of world
 Consists of two main accounts:
o Current account
o Financial / Capital account
 The BoP, reserves and exchange rates 
 Tourism receipts = service receipts 
o Improves invisible side of BoP
 Tourism Investment improves capital / 
financial account
Tourism and the Balance of 
Payments
 Measures of income distribution:
oGini coefficient
o Lorenz curve
 Distribution of income skew between rural 
and urban areas 
 Rural and community-based tourism 
initiatives add income to rural areas
 Low-skilled nature of tourism employment 
contribute towards job creation in rural 
areas
Tourism and Income 
Distribution
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Gini coefficient by country
An introduction to tourism and 
economic development
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 What is economic development:
o Improving the quality of life of all inhabitants in a country
o Entails an improvement in:
 Standard of living
 Self-esteem
 Freedom of choice
 Two angles:
o Does tourism influence economic development?
o How can tourism ensure sustainable development?
 Related but with different questions
 Does tourism cause development?
o Less research available
o Tend to focus on the influence of tourism on economic growth, job 
creation etc. 
o Studies found apply to local economies
Tourism and Economic 
Development
 Focus on the environment and economic 
progress
o Societies exhaust resources on which they are 
dependent
o Origin of sustainability concept in development
 Sustainability means:
“meeting the needs of the present generation 
without compromising the needs of future 
generations” – Bruntland Report
Sustainable Development
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 Balance between economic growth and environmental 
preservation
o Natural resource base – quality of air, water, land
o Destruction means short-term growth, but long-term degradation
 Environmental accounting:
o Divide capital into:
 Physical capital
 Human capital
 Environmental capital
o Development is sustainable if 3 measures do not decline
o Sustainable national income or sustainable net national product 
(NNP*)
o NNP* = GNP – Dm – Dn
 Dm = depreciation of physical capital
 Dn = depreciation of environmental capital 
o NNP* = GNP – Dm – Dn – R – A 
 R = expenditure required to restore environment
 A = expenditure required to avert destroying the environment
Sustainable development
- Environmental Accounting
 Sustainable development means:
o Economic development
o Social development
o Environmental protection
 Referred to as the “triple bottom line”
o Emphasises values associated with cultural and community 
diversification
Sustainable Development
- A more balanced approach
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Sustainable Development
- A more balanced approach
 Tourism sector uses natural resources
o Often it is unpriced public goods
o Optimal use does not take place due to market failure
 Externalities therefore exists between:
o Different types of tourists
o Residents and tourists
o Current and future tourists
o Current tourists and future communities
Sustainable Tourism
- Concepts
Timing of
externality
Subject of externality
Tourist on Tourist Tourist on Resident
At the same time Elite/mass tourism Friendly/Unfriendly
tourism
In the future Environmentally
(un)sustainable
Sociocultural 
(un)sustainable
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The relationship between tourism 
and the environment
 1950s and 1960s
o Tourism does not impact on the environment
 1970s
o Positive aspects – tourism and conservation
o Negative aspects – tourism and pollution, destruction of fauna and flora
 Early 1980s
o Manila Declaration – tourism can harm the environment
 Late 1980s
o Potential co-operation between tourism and environmental conservation
 1990s
o Idea of sustainable tourism was born
o Satisfy tourism demand by respecting needs of locals and safeguarding 
the environment
 2000s
o Corporate Social Responsibility – companies seeking to protect the 
environment
o Ethical consumption – demand by consumers for ethical and 
environmentally friendly products
Sustainable Tourism
strategies
 Application of sustainable development in tourism 
sector:
o Tourism development that meets the needs of the present generation 
without compromising the needs of future generations
o Tourism that is economically viable but does not destroy the resources 
on which future tourism will depend, notably the physical environment 
and the social fabric of the host society
 Weak sustainable tourism strategies
o Already modified environment (inner city) or absence of natural habitat –
protection is irrelevant and developments for tourism entails 
improvement of environment
o Sustainable tourism growth – max growth rate that can be sustained by 
the resources
 Strong sustainable tourism strategies
o Relevant in undisturbed natural/cultural setting – increase in tourism 
activity leads to unacceptable costs
o Focus not only on economic growth, but also on environmental, cultural 
and social effects of tourism in destination
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 WTO emphasises:
o Balance between environmental, socio-cultural and 
economic aspects of tourism
o Need to implement sustainability principles in all 
segments of tourism
o Global aims, i.e. poverty reduction
o “Sustainability principles refer to environmental, 
economic and socio-cultural aspects of tourism 
development and a suitable balance must be 
established between these 3 dimensions to guarantee 
long-term sustainability”
 Highlight issues of:
o Globalisation
o Poverty
o Corporate social responsibility
o Biodiversity conservation
Sustainable Tourism 
Development
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 Globalisation:
 “closer integration of countries and peoples of the world, 
due to reduction of costs of transportation and 
communication, and the breakdown of artificial barriers 
to the flows of goods, services, capital, knowledge and 
people across borders” – Stiglitz (2002)
 Tourism is both cause and result of globalisation 
process
 Tourism liberalisation:
o Can lead to unbalanced trade benefits and deeper leakages
o Predatory practices of dominant tourism suppliers can cause 
developing countries to subsidise tourists from developed 
countries
o Sustainability principles need to be enforced in order for local 
communities and economies to benefit
Sustainable Tourism
Development
 Poverty:
o Economic approach defines poverty i.t.o. 
income and consumption 
o Non-economic approach defines poverty i.t.o. 
living standards, basic needs, inequality, 
subsistence, HDI
o Recently focus on vulnerability, isolation, social 
exclusion, dignity, security, self-respect, 
ownership.
o Sustainable tourism development focus 
strongly on community involvement and poverty 
alleviation
Sustainable Tourism
Development
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 Corporate social responsibility:
o Increased consumer awareness of 
environmental impacts of tourism
oDue to visible degradation of environment
o Increase demand for environmentally and 
socially responsible tourism products 
o To remain competitive, tourism industry 
endorse principles of sustainability
Sustainable Tourism
Development
 Biodiversity conservation: 
o Biodiversity = variability among living organisms from all 
sources (terrestrial, marine, aquatic systems)
o Conserving biodiversity is important:
Plant and animal species hold potential biotechnological or 
pharmaceutical benefits
Value derived from consumption or productive uses
Moral responsibility to uphold rights of non-human species
o Protected areas are popular for conserving biodiversity
 “Area of land and/or sea especially dedicated to the 
protection and maintenance of biological diversity, and of 
natural and associated cultural resources” – IUCN (2007)
11.5% of world fall in protected areas
Negative socio-economic consequences of protected areas:
 Exclusion from natural habitation, rights to natural resources
 Wildlife threaten crops, farm animals and human life
 Negative perception of local communities and antagonism to 
conservation
Sustainable Tourism
Development
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 Biodiversity conservation and tourism:
o Generate revenue in these areas and help to make them 
economically viable
o Can raise public support for conservation since:
 Provide environmental education to visitors and local people.  
 Generate direct employment 
 Catalyse economic opportunities for local people.
o Can be less environmentally damaging than other revenue 
generating industries based on natural resource use
o One of the few economic activities suited to take place within 
conservation areas
o Can theoretically be sustainable if its impacts are managed and 
mitigated. Other industries based on non-renewable resources have 
a limited life span that may only continue until the exploited resource 
is exhausted
o Eco-tourism embodies sustainable tourism:
 “... tourists’ main motivation is observation and appreciation of nature, that 
contributes to the conservation of, and that generates minimal impacts upon, 
the natural environment and cultural heritage” – WTO (2002)
Sustainable Tourism
Development
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 Guidelines for sustainable tourism 
development:
oRespect cultures, habits, environs, 
economy
o Involve local population
oPromote equity
oProtect natural environment for future 
generations
oEstablish links with other sectors
oContinues evaluation to be pro-active
Tourism and Economic 
Development
 Residence in a country travel within 
the country, away from home for at 
least 24 hours
 No export and thus little BoP impact
 Other impacts remain the same as 
international tourism
 Large portion of the tourism industry 
is domestic tourism – more difficult to 
capture
A note on domestic tourism
